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Following Shanghai, Shenzhen officially launched the pilot program of 
converting Business Tax into VAT in communications and transportation industry as 
well as part of the modern service industries on November 1st, 2012. By far, the 
collection scope of VAT has been extended to all sectors except finance and insurance, 
construction, and life service industry in Shenzhen. At the same time, an important 
issue under the current "new normal" of our economy is the industrial restructuring 
and upgrading, the key of which is exactly the healthy development of modern service 
industry. In this context, the research of the impact of converting Business Tax into 
VAT on the development of modern service industry is of more historic significance. 
Moreover, as a coastal city with developed economy, Shenzhen’s development of its 
modern service industry is a microcosm of the future development of this industry in 
other provinces and cities, thus choosing Shenzhen’s modern service industry as 
research subjects is of more prospective value. 
This paper focuses on the change in tax burden converting Business Tax into 
VAT brings to the enterprises, explores its effect on market environment, investment 
demand and other aspects, further argues that the current course of converting 
Business Tax into VAT promotes the restructuring and upgrading of the modern 
service industry, lastly analyzes the problems Shenzhen’s facing in converting 
Business Tax into VAT and proposes recommendations for improvement. This paper is 
divided into four parts: 
The first part introduces the research background and significance, then clarifies 
the evolution of VAT system and the dialectical relationship among tax policy, modern 
service industry, and industry structure on the basis of precious literature. 
The second part defines the concepts of business tax, value added tax, and 
modern service industry, then in combination with the tax reform of converting 
Business Tax into VAT, discusses its effect on modern service industry in terms of 
corporate tax burden, market environment, investment, etc., and puts forward the 
hypothesis that converting Business Tax into VAT promotes the development of 
modern service industry. 
The third part takes the modern service industry in Shenzhen as example, draws 
to the conclusion that converting Business Tax into VAT promotes the development of 















the sampled enterprises. This part also summarizes the problems Shenzhen’s facing in 
the course of converting Business Tax into VAT. 
The fourth part proposes recommendations for easing the problems emerged in 
the course of converting Business Tax into VAT, concerning enterprises in the modern 
service industry, progressing the VAT reform, and optimizing fiscal revenue and tax 
distribution system. 
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